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“Old Russia was among the economically underde¬ 
veloped countries, whereas the Soviet Union has now 
outstripped all the developed capitalist countries and 
is already closely approaching , is about to touch the 
heels of the very leader of the capitalist world, the 

u. sr 

—Khrushchev 

. . it reminds me of the tiger hunter who has 
picked a place on the wall to hang the tiger s skin 
long before he has caught the tiger. . . 

Premier Khrushchev states that the Soviet Union is 
only 44 years old y but his country is far older. . . . 
It is an interesting fact that in 1913 .. . the Russian 
gross national product was 46% of the United States 
gross national product. ... In 1959 it was 47%. . . . 
While the Soviet Union was . . . improving the ma¬ 
terial standards of her people in the ensuing years, 
so was the e tired-out runner and on a per capita 
basis , the Soviet product in 1959 was only 39% of 
ours." 

—President Kennedy 
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Meeting the 
Economic Challenge 

Two divergent views crop up in discussions of Soviet ag¬ 
gression. 

One view is that the Soviet Union makes its moves from a 
position of great strength. 

The other is that Soviet belligerence masks disconcerting 
weaknesses. 

When the Soviet Union poured troops and tanks into East 
Germany in 1953 to put down a popular revolt and again in 
1961 to seal off East Germany's borders, both strengths and 
weaknesses were dramatically revealed. 

The moves demonstrated the armed strength of the Soviet 
Union which everyone knew the Communists possessed. 

They also demonstrated that the Communistic totalitarian 
system must rely on the bayonet. 

The Russian people were told in 1961 the border closing was 
necessary to keep out "spies and provocateurs" from the West. 
The rest of the world knew that these moves resulted from the 
utter failure of the Communist system to build loyalties or to 
develop a healthy economy in the East Germany satellite state. 

The striking contrasts between life in East Germany and 
West Germany were clearly evident in the "showcase" of 
Berlin. Before the Communists threw up the barbed wire 
barricades in 1961, three to four million people had "voted 
with their feet" by fleeing from East Berlin to the freedom of 
the West. The exodus was jeopardizing the entire East Ger¬ 
man economy. 

The account of three of these people who fled East Germany, 
as reported in the U. S. News and World Report, is revealing. 

A 26-year-old machinist who escaped with his wife and in¬ 
fant son said: 

I got tired of “volunteering.” In order to get a decent job, I had 

to “volunteer” to do two years in the People's Police. 
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Afterward I worked in a printing shop. There I was always being 
told to “volunteer” for something or other—to take more military 
training in the plant’s “battle group,” to join the Communist 
Party, or go out in the fields on weekends and work without pay. 
The only way I could get an apartment was by “volunteering” to 
work 800 hours without pay on a housing project. Then 1 would 
have had to wait at least two years to get the apartment. 

Another young man who brought his wife and child along 
told this story: 

The police started coming around and asking all sorts of ques¬ 
tions about a neighbor woman. My wife and I were worried 
because we had helped her get out to West Germany and that 
is now a prison offense. 

Then, too, my father-in-law’s electrical business was about to be 
taken over by the Government. There just didn’t seem to be any 
future in staying. 

A young bachelor related: 

I had to come because I was in great trouble. Over there they 
always say they have no military draft, that they have an army 
of volunteers. Well, I didn’t volunteer. But at the plant where I 
worked, I was told I had been “delegated” to join the Army. I 
refused and right away I lost my job. 

I took my case to a labor court. There the judges said I ob¬ 
viously was lying because it was well known that the Army was 
all-volunteer, and that any pressure to join was impossible. 
Then the judges said my lies constituted an insult to the state 
and I must be tried for this crime. Before they could try me 
I left. 1 

On top of the restiveness of the 100,000,000 inhabitants of 
captive satellites who are held down by the Soviet military, 
other problems confront the Communist leaders. 

Next door to the vast open space of Russia are some 600 
million Chinese—many hungry, weary and care-worn. Food 
has been short throughout most of the Communist empire. 
The Communist attempt to force farmers into a collective mold 
has been far from successful. 

Ironically, it is in modern Russia and in China that one can 
find a good approximation to Marx’s inaccurate description of 
capitalism. 
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The very evils that Marx ascribed to capitalism have mate¬ 
rialized in the Soviet Union and in China as the result of the 
Communist Party’s search for the maintenance and extension 
of power. 

In Communist areas, as Dr. Walt Rostow has pointed out, 
wages are held as near the iron minimum as the need for in¬ 
centives permits; profits are ploughed back into investment and 
military outlays on a large scale and the system is so structured 
that it would be fundamentally endangered if the vast capac¬ 
ity that results were to be turned wholeheartedly to the task 
of raising real wages.” 2 

The Communistic system has proved it can promote indus¬ 
trial production by channeling resources into investment and 
heavy industry. This production has been attained at terrific 
human cost. Translating production into major human well¬ 
being has neither been achieved nor attempted. 

Despite the glowing promises of Khrushchev, many experts 
believe that the system itself compels a continual postpone¬ 
ment of a high scale of living. 

Only as the people are continually whipped up against the 
enemies from without can necessary repressive measures be 
maintained. 

“Communism,” says Dr. Rostow, “is a curious form of mod¬ 
ern society appropriate only to the supply side of the growth 
problem ... it can drive a society from take-off to industrial 
maturity—as Stalin demonstrated—once its controls are clamped 
upon society. But in its essence Communism is likely to wither 
away in the age of high mass consumption; and this, almost 
certainly is well understood in Moscow.” 3 

We do not know whether the Russians can change their 
system to meet human needs, or whether they really want to 
do so. 

Most experts agree, however, that the Soviet Union in the 
foreseeable future will continue to give priority to (1) de¬ 
veloping military strength; (2) promoting heavy industry; 
(3) giving economic aid to underdeveloped countries in order 
to tie them to the Soviet Union; and (4) providing a minimal 
increase in consumer goods. 
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The Soviet Economic Offensive 

The challenge of the Communists is sometimes presented 
narrowly in terms of a trade war. 

At present Soviet foreign trade is small in relation to its 
Gross National Product-perhaps 3 percent. 

But like all activities of the Soviet Union, foreign trade is 
tied in closely with achievement of political objectives. In wag¬ 
ing trade war, the Soviet Union has used three principal tech¬ 
niques: (1) “dumping,” (2) bulk purchase of commodities, and 
(3) the granting of financial and technical assistance to coun¬ 
tries that can be tied into the Communist system. 

By “dumping” is meant the sale of goods at prices which 
are below the market. Such sales are uneconomic, but they 
are disruptive in world markets and can sometimes be used 
to good advantage by a totalitarian regime. 

The Soviet government has purchased large quantities of 
goods from countries with which it wishes to build stronger 
ties; for example, cotton from Egypt and rice from Burma. 

Economic credit and grants have also been extended to un¬ 
derdeveloped countries, although the size of this effort is con¬ 
siderably smaller than the foreign aid program of the United 
States. 

An effective response to this trade challenge as well as 
to the broader economic challenge of Communism requires a 
strong, dynamic American economy. 

In his 1961 Economic Report, former President Eisenhower 

said: 

We can discharge our international obligations most effectively if 
we achieve sound as well as rapid economic growth. This means 
that public and private efforts to speed the expansion of our 
national product should avoid inflation, aim at solution of our 
balance of payments difficulties, maintain world confidence in the 
value of the dollar, and strengthen our competitive position in 
world markets. We may expect our allies to play a major role 
in the common defense and in the expansion pf the world econ¬ 
omy, but the principal burden of leadership in the quest for peace 
with justice will still be ours. To carry this burden, we must 
be prepared to follow policies, private and public, that will keep 
our economy strong and vigorous. 
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Americans can take justifiable pride in their economy. “As 
we work for a better future,” Dr. Arthur F. Bums, former 
Chairman of the Council of Economic Advisers, has cautioned, 

let us not exaggerate the shortcomings of our economy or 
belittle the achievements of the past.” 

Post-war America has grown. Employment has been high. 
The swings of the business cycle have been blunted. 

It is no sign of weakness to consider how we can do better. 

Three areas are of special interest to the American people. 
They are: unemployment, inflation, and future growth. 

In this pamphlet we will consider each of these problems. 

What causes unemployment? What are the sources of infla¬ 
tion? What do we mean by growth and how can it be 
achieved? What can we do as individuals to reduce unemploy¬ 
ment and inflation and promote steady growth? What can 
business do? What can, and should, government do? 

The Problem of Unemployment 

More Americans are working than ever before. (See Figure 1) 
They are earning higher real incomes. 

At the same time, we are all concerned about the nagging 
pioblem of unemployment. Communists seize every oppor¬ 
tunity in their propaganda campaigns to magnify the problem 
of unemployment in the United States. 

Even if there were no Communist challenge, we would be 
concerned. Unemployment imposes suffering on people it af¬ 
fects. High unemployment inflicts economic losses. 

For many years unemployment was largely a personal or 
family problem. Today it is partly a community problem. We 
recognize that victims of unemployment may bear the brunt of 
general economic changes over which they have little or no 
control. In our modern society, many of the victims of unem¬ 
ployment would not be able to survive without community 
assistance—charity, social security, relief, and so on. Unem¬ 
ployment not only represents a community cost, but a great 
waste of potentially productive manpower. 

Jobs and income result from production—the production of 
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FIGURE 1 


Employment and Unemployment USA 1929*1960 
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Source: Economic Report of the President, 1961. 


goods and services that can be sold in the market. The total 
demand for these goods and services varies with the season, 
business cycles, and long-range changes in the pattern and 
structure of industry. Thus, the demand for.: labor to produce 
goods and services is always changing. 

The supply of labor changes, too. The over-all supply in¬ 
creases with the growth in population. In a fiee system people 
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can enter or leave the labor market; the skills of those who 
remain alter with experience and education. 

We speak of the labor market, but many labor markets exist. 
The market for electronic engineers is different from the mar¬ 
ket for unskilled workers. We have a shortage of electronic 
engineers, but an oversupply of unskilled and uneducated job 
seekers. 

The Employment Act of 1946 established the principle that 
unemployment is a national problem and directed the National 
government to promote “maximum employment, production 
and purchasing power.” 

Few people would agree on the meaning of “maximum em¬ 
ployment.” In a free economy people constantly move in and 
out of the “labor market”—a term used by the United States 
Department of Labor. 

Students move into the labor market in the spring and out 
of the labor market when they go back to school. Wives may 
leave the labor market when their children are young and re¬ 
turn when the children are older. Senior citizens who have 
retirement income may work if jobs are plentiful, but stop 
working when jobs are scarce. 

Even defining those who are unemployed is difficult. In 1957 
it was decided to include among the unemployed some persons 
who had formerly been classified as employed. Primarily, these 
were people waiting to report to new jobs or those waiting to 
be called back to jobs from which they had been laid off. 
This change in definition increased measured unemployment 
by more than 200,000 at the time the change was made. 

Total unemployment figures are estimated by the Bureau of 
the Census from a comparatively small sampling of the popu¬ 
lation. Inevitably, the estimates are controversial. Some people 
say they are too low; others, too high. 

Regardless of our view on the accuracy of the estimates, we 
can be concerned, however, with the broad subject of unem- 
ployment—its types, its causes, and effective measures for deal¬ 
ing with it. 
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The Major Types of Unemployment 

Economists have classified unemployment, on the basis of the 
causes of the unemployment, into four types-frictional, sea¬ 
sonal, structural and cyclical. 

A closer look at each of these types of unemployment can 
help us decide what action to deal with them is necessary or 
desirable. The problems created by unemployment of each 
type are related, but different countermeasures may be re¬ 
quired. 

Frictional Unemployment 

In any free society some people will always be changing jobs. 
One business stops; another starts. A man gets angry at the 
boss, or the boss gets angry at him. Even if the number of 
workers and the number of available jobs in a town are roughly 
of the same size, there will be some unemployment as workers 
move from one job to another. 

The ability of workers to move from one job to another— 
called labor mobility—is an essential freedom. Millions of citi¬ 
zens, for example, apparently prefer to work for short periods 
of time and they voluntarily enter and withdraw from the 
labor force—some of them several times a year. 

Moreover, our dynamic, expanding economy profits from 
our exercise of freedom to change jobs. It helps us meet shift¬ 
ing production priorities and adapt to changing methods of 
production. 

From a strictly over-all economic view the economic costs of 
frictional unemployment are offset to some degree by the fact 
that it may result in the shifting of workers from declining 
businesses to expanding businesses, and from lower to higher 
paying jobs. 

All frictional unemployment cannot be eliminated in a com¬ 
plex economy, since it is the inevitable result of freedom and 
“friction” created by a mechanism with millions of interrelated 

P artS * . i 

Nor can anyone be sure wliat normal frictional unemploy 

ment should be. In good times, the bulk of our unemployment 

may be classified as frictional. 
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Remedies: Frictional unemployment can be minimized by 
improving the organization of our labor markets so that the 
supply of workers adjusts more smoothly to the demand for 
their services. Programs that result in greater labor mobility 
and flexibility and in improved methods for bringing men and 
jobs together can be useful. 

Employment offices—private and public—play a key role. By 
cooperating closely with employers and job seekers, they can 
provide unemployed workers with information, guidance, and 
perhaps other assistance that will help them move more easily 
from one industry to another, or from one area to another. 

Like any involuntary joblessness, frictional unemployment 
has serious economic and social costs. Our system of unemploy¬ 
ment compensation is designed to share the burden of fric¬ 
tional unemployment. 

By placing taxes on employer’s payrolls, the system prevents 
the jobless and their families from bearing the whole burden. 
Unemployment compensation, of course, is also designed to 
ease burdens of other types of unemployment. 

Structural Unemployment 

Structural unemployment results from changes in the struc¬ 
ture of the economy. 

The most familiar type of structural unemployment is what 
is popularly called technological unemployment: Workers are 
displaced by mechanization or, in some cases, by automation. 

But the demand for manpower may also be reduced be¬ 
cause of a decline in the demand for a product or failure of 
demand to grow. Thus, a shift in demand from coal to oil and 
gas has contributed to unemployment in the coal mines; a 
shift in consumer demand from standard to compact cars has 
reduced the demand for steel and other materials as well as 
the labor requirements per car. 

In more general terms, the demand for technical, mana¬ 
gerial, and professional labor has been growing rapidly; the 
demand for unskilled labor has been declining. Thus, there 
is a shortage of many kinds of highly trained labor, and a 
strong upward pressure on their wages; there is a surplus of 
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unskilled and semi-skilled labor, with high unemployment 
rates. 

In February 1961, for example, the unemployment rate for 
unskilled labor was 19.3 percent, but for professional and tech¬ 
nical workers, it was only 2 percent. 

In the long run, society benefits from the introduction of 
improved and more efficient ways of producing goods and serv¬ 
ices. Old jobs are destroyed—but new ones are created. The 
technological progress directly generates demand for new 
kinds of workers—engineers, technicians, machine specialists, 
clerical workers, etc. Indirectly, it stimulates the demand for 
workers who help meet the demands for new services asso¬ 
ciated with a higher scale of living. 

Unfortunately, technological progress may also hurt indi¬ 
vidual displaced workers who cannot-or will not-readily ad¬ 
just to changes in the labor market. Especially affected are new 
workers who lack the training, education, mobility or flexibility 
required to handle new and complex jobs. 

Remedies: Prescriptions for curing structural unemploy¬ 
ment should be based on an accurate diagnosis of the specific 
unemployment problems and their economic setting. If the 
principal cause of the unemployment is lack of maiketable 
skills, the most effective solution may be selective retraining. 

In our free society part of the responsibility for dealing with 
structural unemployment rests with individuals-particularly 
younger workers and those who expect to enter the laboi mar¬ 
ket within the next few years. 

The ability to learn complicated tasks is becoming more and 
more important. "Drop-outs from basic education are becom¬ 
ing less employable. Those with special skills who look ahead 
to future opportunities suffer least from structural unemploy¬ 
ment. 

Dr. Walter W. Heller, Chairman of the Council of Economic 
Advisers, has pointed out: 

Russia’s sensational advances in science, highlighted by its suc¬ 
cesses in space exploration, have brought educations contiibu- 
tions to economic and military strength to the forefront of our 
national thinking. 
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But our national shortage of developed brain pmvi i m nnl\ 
underscored, not created, by the need to match Soviet aih .. 

This shortage is basically a product of our "explosive rati ol 

technological change and the increasing complexity ol . social 

organization. Not only are the tasks that must be performed to 
keep our society functioning ever more intricate and demanding, 
they are constantly changing in character. As a result, we are 
experiencing a great variety of shortages of human resources in 
fields requiring high competence and extended training.” 

The impact of technological changes on our past and future 
manpower needs can be clearly seen. . . . Professional and tech¬ 
nical workers rose from 4.3 percent of the labor force in 1900 to 
8.6 percent in 1950 and are projected to increase to 14 percent 
in 1975. Corresponding reductions are taking place in the needs 
for less highly trained personnel. 

Seasonal Unemployment 

The demand and supply of labor vary with the seasons. More 
agricultural workers are required at planting or harvest time 
than are necessary during the growing season. Just before 
Christmas the demands for retail clerks and postal workers rise 
sharply. Fortunately, the supply of workers rises at the same 
time, largely because students and others are available. 

Many versatile and mobile workers can switch from one 
seasonal job to another with ease. But many other workers 
undergo real hardships because of seasonal unemployment. 

Some businessmen and farmers are able to reduce seasonal 
unemployment by careful annual planning and by diversifying 
their production. But the main attack on seasonal unemploy¬ 
ment must be made indirectly by reducing other types of un¬ 
employment. 

Cyclical Unemployment 

Cyclical unemployment is the result of the operations of 
the business cycle, the upswings and the downswings in the 
economy as a whole. 

Our present economy is more shock-resistant than our pre¬ 
war economy. Since the Great Depression some effective shock 
absorbers, such as our unemployment compensation program, 
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have been built into the economy and we have learned some¬ 
thing about coordinating government policies. 

During the 1930s unemployment ranged between 14 and 
25 percent of the labor force in spite of strenuous efforts— 
public and private—to bolster the economy. The bulk of this 
unemployment could be classified as cyclical unemployment. 

It has been estimated that only about one-sixth of all post¬ 
war unemployment was cyclical —resulting from a downswing in 
the economy. 

In a depression the lack of demand for goods is recognized 
as a cause of unemployment. Cyclical unemployment, there¬ 
fore, is sometimes called lack-of-demand unemployment. 

Since the level of employment is tied to national income 
and the flow of spending, efforts can be made to increase in¬ 
vestment or consumer spending, or both, to combat the busi¬ 
ness cycle. 

In a recession when prices and profits are falling neither 
increased spending nor investment, unfortunately, will look 
promising to many investors, businessmen, and consumers. 
Consumers will postpone some of their spending if they expect 
lower prices. 

Nevertheless, there are ways to stimulate investment and 
consumption when unemployment is high, due to a drop in 
consumer demand. 

Business Policies for Stability 

Business can take a variety of steps to help ease economic 
fluctuations. 

During slumps, for example, business can build sales (thus 
resisting cutbacks in production and distribution) by strength¬ 
ening advertising and selling programs as well as by making 
changes in products to meet changes in consumer demand. 
Introduction of new products at attractive prices may help. 

Expanded research on new products and markets can aid 
both business and the entire economy in helping prevent pro¬ 
duction cutbacks and unemployment. Intensive promotion of 
products in new domestic markets and foreign markets can also 
promote stability. 


It is in the interest of business firms and investors, as well as 
in the general interest, that they concentrate less on expansion 
during boom times and more on investment when costs decline 
during slumps. Long-run investment projects, perhaps, can be 
made on a long-term basis rather than on the basis of short- 
run trends. In other words, decisions on the purchase of plant 
or equipment to be used for many years can be evaluated in 
light of the expected long-time growth of the business and the 
national economy, rather than on estimates that business will 
be good—or bad—during the next few months. 

Changes in business purchases of supplies and materials 
have far-reaching effects on short-run economic conditions. 
Greater caution in accumulating additional inventories when 
business is good—particularly avoiding undue speculative 
increases—can go far in smoothing the effects of inventory 
changes on the economy. 

Governmental Policies for Stability 

Government’s monetary policies (regulation of the money 
supply) and fiscal policies (spending, taxing and debt manage¬ 
ment) have far-reaching effects on the economy. Improvements 
in business management to help minimize cyclical changes 
make sense to the business executive, of course, only when he 
has some assurance that recession (or inflation) will be met by 
appropriate governmental monetary and fiscal measures. 

In other words, the ability of businessmen and investors to 
cope with short-run fluctuations in the economy is materially 
affected by their confidence that governmental fiscal and 
monetary policies are working toward long-run stability. 

Monetary and fiscal policies play such an important role in 
our economic stability that we should review briefly the mean¬ 
ing of these two terms before discussing specific problems. 

Monetary Policy: “Leaning Against the Prevailing Wind” 

Monetary policy is the regulation of the money supply (in¬ 
cluding credit) by the government. Money includes both cur¬ 
rency and demand deposits (checking accounts) at commer¬ 
cial banks. The reserves of commercial banks are the basis for 
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the expansion or contraction of their loans and investment 
which create or reduce demand deposits. Monetary policy 
is carried out mainly by the Federal Reserve Board by con¬ 
trolling or influencing the reserve position of commercial 
banks. 

Determination of monetary policy involves one basic ques¬ 
tion: How much money should the banking system be en¬ 
couraged to create? 

In turn, the question of how much money should be created 
is important only as the decision affects spending, production, 
employment and prices. Should monetary policy at a given 
time restrain or stimulate economic activity? 

It is easy to see why we want to stimulate economic activity 
in some periods. It may not be as easy to understand why it 
should ever be restrained. Experience has shown, however, 
that the seeds of recession and depression are always sown 
in the previous period—usually a boom and inflationary period. 

The principle of general monetary control is fairly simple 
although its actual operation is complex. 

Essentially, when the Federal Reserve Board acts to reduce 
the supply of commercial bank reserves, borrowing becomes 
more difficult and interest rates go higher. With less credit 
available, the flow of spending may decline, or at least be 
dampened. The decline in spending, in turn, checks production 
and price excesses. 

Easing the supply of bank reserves has the opposite effect 
on credit. Spending may expand, along with production, in¬ 
come and employment. 

In addition to affecting the cost and availability of credit, 
changes in monetary policy have other less direct effects on 
spending. 

A change in monetary policy, for example, may affect the 
attitudes and thinking of businessmen and consumers. The 
changed attitudes may affect investment expenditures by busi¬ 
nessmen and purchases by consumers. 

Moreover, cut-backs in areas such as state and local govern¬ 
ment construction, residential construction, and some types of 
bii'.lno'.s investment will reduce the flow of new orders to a 


wide range of other businesses. Businessmen may cut back 
on orders and consumers become less willing to incur new 
indebtedness. 

Conversely, credit expansion can bring wide-range expan¬ 
sion as a result of a change in the psychology of investors and 
consumers. 

Most economists agree that monetary policy is more effective 
in controlling booms than in promoting recovery in a recession. 
In either case, monetary policy should be supported with ap¬ 
propriate fiscal policy or, at least, monetary and fiscal policy 
should not be working at cross purposes. 

The primary objective of governmental monetary policy 
must be to provide over-all price stability, allowing individual 
prices to shift. 

Under a “flexible” monetary policy the Federal Reserve 
Board “leans against the prevailing winds.” If an excessive 
boom seems to be building up the Fed (as it is popularly 
called) moves to restrain the boom by tightening credit; if 
business is slowing down—or even threatening to slow clown- 
credit is eased. 

This flexible monetary policy has been important in mod¬ 
erating swings in the business cycle in recent years. 

A flexible monetary policy seldom encounters public oppo¬ 
sition in a recession. There are few objections to easy money. 
But some objections to restraints on credit during a boom 
period are inevitable. No one likes to postpone spending plans 
because money is unavailable or interest on loans is high. 

Yet, if all borrowing demands during boom periods are ac¬ 
commodated by the creation of new money, inflation is inevita¬ 
ble. In other words, if we want to avoid serious “busts” we 
must be willing to help restrain the booms that precede them 
from getting out of hand. 

Fiscal Policy 

The financial (fiscal) operations of government are so large 
that they materially affect production, employment, purchasing 
power and prices. 

We saw in Pamphlet 6 (The Big Picture) how the goods 
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and services that make up the Gross National Product are pur¬ 
chased by (1) investors, by (2) consumers, and by (3) gov¬ 
ernment. The total demand of these three groups is called 
aggregate demand. 

A fundamental fiscal policy question is: Should the govern¬ 
ment directly manipulate the volume of its expenditures, or 
change its tax policies, in the light of prevailing or expected 
economic conditions, so as to stabilize the aggregate demand 
for goods and services , i.e., total investment plus total con¬ 
sumption. 

In other words, if the aggregate demand drops because of a 
drop in private spending or investment, should the govern¬ 
ment try to compensate for this drop by spending more? By 
cutting taxes so that the people can spend more? Or should 
both plans be followed. Conversely, if an excessive boom 
appears to be building up, should the government raise taxes 
so that people would have less money to spend? Should the 
government spend less? 

We will see later there are arguments on both sides of the 
controversial question of manipulating government spending 
and taxing policies to meet fluctuations in the economy. But 
both sides would agree, probably, that the government should 
try to conduct its fiscal affairs (spending, taxing and debt 
management) so that they are, at least, working in the right 
direction—toward satisfactory economic growth without infla¬ 
tion, excessive unemployment, or repressive direct controls on 
individuals. 

Stabilizing Fiscal Action 

May be Automatic or Discretionary 

Automatic “Shock Absorbers.” Most economists would 
agree that the “shock absorbers” built into governmental bud¬ 
gets have become increasingly effective. 

The main shock absorbers are income taxes and certain 
social insurance systems, such as unemployment compensation. 

In a recession personal income falls. But income tax rates 
become smaller as total taxable income declines. Thus the 
proportion of income collected in taxes drops even more than 


income. While the tax burden is thus becoming lighlri r,o\ 
eminent spending for such programs as unemployment com 
pensation is rising. 

As a result, the decline in the income available for spending 
by the people as a whole is less than the decline in national 
income. 

Conversely, as personal income rises during an economic 
upswing, tax yields increase at a higher rate, thus taking away 
more spending income. At the same time, governmental spend¬ 
ing in such programs as unemployment compensation declines. 

Fiscal shock absorbers cannot be expected to eliminate the 
business cycle. Carried too far, they can be hazardous. In any 
case, taxing and spending measures should not be judged solely 
on the basis of their stabilizing action. We also must consider 
how they affect economic freedom and progress. 

Discretionary Fiscal Action 

Views on fiscal actions that should be followed in dealing 
with a recession are varied. At the risk of over-simplification, 
they might be classed under two headings: (1) compensatory 
budgeting and (2) a balanced budget. 

Compensatory Budgeting. Those who advocate some form 
of compensatory budgeting say the government should adjust 
its taxing and spending policies to counteract the business 
cycle. Within this broad framework are many different views. 
Essentially, the differences among them revolve around the 
measures that would be used to affect the “demand” for the 
nation s goods and services. 

Some groups would place heaviest emphasis on deficit 
spending by government to increase total demand in a reces¬ 
sion. 

Other groups would cut taxes to stimulate private demand 
and not develop new government spending programs as re¬ 
cession strikes. 

Still others would use a combination of tax cuts and deficit 
spending to raise demand. 

Because deficit spending which expands the money supply 
and the national debt can lead to inflation, many advocates 
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of the compensatory budget say that provisions must also be 
made for working against inflationary spending in boom times. 
This can be accomplished through higher taxes, less spending, 
a surplus and a reduction of the national debt. 

Annual Balanced Budget. Opposing compensatory bud¬ 
geting are those who believe that government expenditures 
and revenues should be balanced under all conditions—except, 
perhaps, in periods of severe national emergency such as war. 
Such a policy would require either raising tax rates or cutting 
expenditures in a recession—although the extent of these 
changes depends largely on the over-all size of the budget. Ad¬ 
vocates of ever-balanced budgets stress the importance of fiscal 
discipline and integrity to protect the dollar and promote busi¬ 
ness and consumer confidence. 

Practical Considerations 

In the Employment Act of 1946, the government committed 
its resources to the promotion of “maximum employment, pro¬ 
duction and purchasing power.” 

Experience shows that in recession there will he no lack of 
public pressures for more government spending. It is useful , 
therefore , to consider some of the practical problems that con¬ 
front policy makers who wish to use such programs. 

The Complexities of the Economy. The theory that gov¬ 
ernment spending can easily compensate for a drop in private 
demand minimizes the real complexities of the economic sys¬ 
tem. The policy-maker is confronted with a host of problems 
as to how much and what kind of spending is necessary or 
desirable. There is a difference, for example, between “transfer 
payments” and the purchase of goods and services by govern¬ 
ment. Transfers which merely redistribute income from upper 
to lower groups might increase consumption at the expense of 
investment. This could stunt economic growth. 

Some types of increased government spending might have 
little stimulating effect. For example, government spending 
for goods and services already in demand might merely bid up 
prices for these particular goods and services and thereby re¬ 
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duce private demand. No amount of federal spending will 
correct certain kinds of internal maladjustments of a temporary 
or short-run nature, and such action could conceivably in ten 
sify temporary economic ailments and perpetuate mistakes and 
maladjustments. 

The Problem of Forecasting. Although there has been 
steady improvement in economic forecasting, along with better 
statistics, the problem of guessing future developments will 
always be a hazard in manipulating government spending. 

Timing and Time Lags. In our system of government 
Congress does not want to give up its authority to control ex¬ 
penditures. But the budget process takes many months—too 
long for prompt adjustment of spending to counteract changes 
in the private economy as they occur. Tied in with this question 
of the time lag in government is the question of time lag in our 
economic system. Consider, for example, what happens when 
the government spends $2 billion. As a result of the “multiplier” 
principle discussed in Pamphlet 6 ( The Big Picture ), it can be 
assumed that total demand will rise by more than $2 billion. 

Under this theory, the increase in the volume of government 
spending creates new demand and new income. Those who 
receive the payments on the first round, in turn, spend some 
part of their income. Successive rounds of consumer spending 
will follow, each adding successively smaller amounts of de¬ 
mand and income until the impact of the initial increase in 
government spending has been completely absorbed by the 
system. In the end the new equilibrium level of demand and 
income is higher than it was before. 

But this process takes time. Perhaps the stimulative effects 
will not be felt for some 15 to 18 months. By that time, the 
problem may be inflation—not deflation. 

Summing Up: Some people believe that during periods of 
recession expansion of government expenditures, or reduction 
in tax rates, are both necessary and desirable. 

Other people distrust any system of “compensatory” finance 
because they see it as a mechanism for ever expanding the 
scope of government under the appealing guise of “stabiliza- 
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tion.” They charge that many of those who push for increased 
government spending during a recession also push for in¬ 
creased spending during boom times. They say that until there 
is more evidence of fiscal responsibility in government, direct 
manipulation of government spending to meet economic 
changes is dangerous. They see strictly balanced budgets year 
after year as the only realistic way of keeping government 
spending in bounds. 

Importance of Stability and Growth 

We have seen that unemployment can be traced to several 
causes and that dealing with these causes may require various 
countermeasures, including improved training and re-training 
of workers, an improved flow of information on job opportuni¬ 
ties, increased labor mobility, and public and private policies 
that blunt the swings of the business cycle. 

Dealing with unemployment problems is easier when the 
general economy is growing steadily and the value of the dollar 
is stable. Unemployment is therefore related to the subjects of 
growth and inflation that will be discussed next. 

Before doing so, however, we should take a brief look at the 
employment situation in the Soviet Union. 

“Disguised” Unemployment in the Soviet Union 

Generally, the manpower problem in the Soviet Union has 
been a shortage of workers. World War II left the Soviet Union 
with a shortage of some 20 million men. A lower-than-normal 
birth rate was also a direct consequence of the war. 

The inefficient use of manpower is indicated by the fact that 
the larger population of the Soviet Union turns out less than 
half the amount of goods and services produced in the United 
States. 

The growth in Soviet industrialization has been marked by 
comparatively low productivity. To achieve a sevenfold in¬ 
crease of industrial production between 1928 and 1956, the 
number of industrial production workers in Soviet industry was 
increased nearly fivefold. The United States, on the other hand, 
attained more than a sevenfold increase in the output of manu¬ 


factured goods between 1935 and 1956 with less than a doubling 
of the number of production workers in manufacturing. 4 

William N. Turpin, an American economist specializing in 
Soviet and East European problems, has pointed out: 

Other evidence could be cited from Soviet publications to show 
that Soviet enterprises generally keep on their payrolls substan¬ 
tial numbers of non-productive workers—e.g., the employment of 
one inspector for every five workers in many plants—or are often 
obligated to use inordinate numbers of workers for certain tasks 
because of poor organization and lack of mechanization . . . 

This sort of “disguised unemployment” is even more striking in 
Soviet agriculture. Khrushchev himself has cited figures which, 
even though “adjusted,” indicate that Soviet collective farms use 
16 times the labor employed on American farms for equivalent 
output. Unadjusted, the ratio would be 20 to 25 times. 

In fact, Mr. Turpin points out the problems of unemploy¬ 
ment will increase in the Soviet Union. He says: 

The significance of all this is that, as the Soviet Union executes 
its declared intention to raise labor productivity through more 
efficient organization and improved technology, it may be hard 
put to find alternative employment for the workers displaced. 
The most modern techniques of producing those goods in which 
the Soviet authorities are most interested are, as a rule, tech¬ 
niques that require more capital and less labor per unit of output. 
Every advanced industrial society has, of course, experienced this 
problem of technological unemployment, but in the West it has 
presented itself in piecemeal, gradual fashion, usually affecting 
one industrial sector at a time and thus making the process of 
adjustment easier. What the Soviet Union faces today, however, 
is technological unemployment on an economy-wide scale . . . 5 

Even if the Soviet Union’s industrial production is growing 
faster than most modem free economies, the gap between 
income per person in the Soviet Union and in free countries is 
no great credit to the Soviet system, if human well-being is a 
proper goal of an economic system. 

For example, the average Russian working full time in a mill, 
shop or factory receives a little more than half as much money 
as a jobless American receives in unemployment insurance. 
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Whereas the average Russian worker received about $80 
a month in 1959-60 at the rate of exchange then prevailing, 
the average unemployment compensation paid American job¬ 
less was about $34 a week, or something over $140 a month, 
according to the August 1961 Social Security Bulletin. 


The Problem of Inflation 

When total demand— total spending—is rising faster than ac¬ 
tual production of goods and services, the general price level 
tends to rise and we have inflation. 

At the beginning of the Korean War in 1950, for example, 
the sudden upsurge in spending by private consumers and 
investors set off an inflationary upswing. But, by and large, 
explosive inflationary situations occur only when the govern¬ 
ment behaves recklessly and permits an excessive increase in 
spending through the rapid creation of new money. 

An increase in money and spending in comparison with the 
capacity of the economy to produce goods and services causes 
inflation. Both sides of the picture are summed up in the well 
known statement “too many dollars chasing too few goods/' 

More recently, economists have also been talking of cost- 
push inflation. This view concentrates on the supply side, and 
emphasizes causes of inflation that may be more subtle than 
increases in demand. 

Those who emphasize cost-push inflation hold that monopoly 
labor and business can raise costs and prices and feed the 
fires of inflation. They say that some business firms have the 
power to raise prices even if it means curtailing production. 
Unions, too, may have sufficient power to demand and obtain 
higher wages, which are larger than productivity increases and 
boost costs. 

Increased costs may also be built into the price structure 
as a result of higher prices for imported raw materials, higher 
taxes, and so on. Government price supports of agricultural 
products or government stockpiling activities may also increase 
prices. 


FIGURE 2 

Inflation: 1947-1960 GNP in 
Current and 1947 Dollars 
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In recent years, inflationary pressures have come from both 
the “pull” of demand and the “push” on costs. 

Over the years, prices in the United States have risen 
steadily, although it is difficult to determine how much of this 
is due to inflation and how much is due to improvements in 
the quality of things we buy. An analysis of family budgets 
might well disclose that in normal years much of the apparent 
rise could be traced to better products—better food, cars, 
clothing and shelter, and improved schools and other govern¬ 
mental services. In other words, experts agree that the Con¬ 
sumer Price Index has overstated the rise in real prices. 

Although postwar price increases (measured by the Con¬ 
sumer Price Index) have averaged 3.3 percent per year be¬ 
tween 1945 and 1960, three-fourths of the entire increase oc¬ 
curred before 1953. Between the end of 1952 and the end of 
1960, the Consumer Price Index rose at an average rate of 1.4 
percent per year. 

A major factor in the rise has been the increase in the cost 
of services which have risen at an average rate of nearly 3 
percent per year. Prices of commodities included in the Index 
have risen only at an average rate of less than 1 percent per 
year. The prices of most durable goods actually fell slightly 
over the eight years. 

The heavy inflation came following the war—between 1945 
and 1951—when consumer prices rose about 5 percent a year, 
and wholesale prices, about 8 percent per year. 

Fighting Inflation 

Some people can adjust to inflation without serious loss. A 
few can even profit from it, but most of us are hurt by inflation. 

Many things we do as individuals—such as rushing out to 
buy goods when prices are going up—may accelerate inflation. 
Fighting inflation effectively calls for intelligent and respon¬ 
sible action by all groups. 

Dr. Beryl W. Sprinkel, writing in the Annals of the American 
Academy of Political and Social Science , has emphasized one 
form of effective individual action: 
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What can the intelligent citizen do to further the cause of price 
stability? Unfortunately, the basic causes of inflation are beyond 
the direct control of the individual. Admonitions to individuals to 
save more, buy more savings bonds, spend wisely, avoid ex¬ 
cessive wage increases, join buyer’s strikes, and so on, are 
destined for failure unless a stabilizing budget and flexible mone¬ 
tary policy are pursued . . . 

Within the limits established by custom and law, individuals 
should feel free to make spending and saving decisions based 
on their own personal needs rather than upon the impact their 
action may have on the economy. 

It is the responsibility of the Executive, Congress, and the Fed¬ 
eral Reserve Board to follow policies which will restrain total 
spending during inflationary periods and hence provide assur¬ 
ance that free private choice will be consistent with the public 
good. 

But ultimately governmental authorities must be responsive to 
public opinion. It is the obligation of an intelligent citizen first 
to make sure his opinion is an informed one, and second to com¬ 
municate his opinion to his elected representative. 6 

If it is the responsibility of the citizen to make sure his 
opinion is an informed one, let us look briefly at the effects of 
various monetary and fiscal policies on the problem of inflation. 

In the preceding section on unemployment, monetary and 
fiscal policies were examined from the standpoint of curbing 
the business cycle. Emphasis there was on the downswing, 
which resulted in unemployment. Emphasis here is on curbing 
the upswing. 

Monetary Policies. Since inflation is caused mainly by too 
many dollars chasing too few goods,” inflation is fought by 
restraining the number of dollars—including the credit dollars 
—that are exerting the pressure. The Federal Reserve System 
has many tools for restraining spending. It can reduce the 
supply of loan funds of banks by raising reserve requirements 
and the discount rate. It can also restrict stock-market credit. 

The degree of monetary restraint necessary, of course, de¬ 
pends on the extent of inflationary pressures. 

Such actions are never politically popular, of course, which 
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is the major reason why the Federal Reserve Board was set up 
as an independent agency. 

Fiscal Policy. Deficit spending — government spending 
more than it collects in taxes—permits the creation of new 
money and credit. If the government is to curb inflation, it 
must collect more than it spends and use the surplus to reduce 
the national debt. Without going into the mechanics of the 
process here, it is a fact that payment on the national debt 
serves to cut back the supply of credit and money and thereby 
retards excesses of consumption and investment. 

Although credit restraint in boom times is not popular, our 
willingness as a people to understand it and to accept it is 
essential if we are to escape the ravages of inflation and, in¬ 
deed, of deflation. For if we overdo economic activity and put 
strains on supply, subsequent contraction is inevitable. 

Insofar as inflation stems from the “cost-push” side of the 
picture, all actions that promote greater flexibility in prices, 
wages and interest are important. This means effective com¬ 
petition in all markets—for labor, loans, machinery, raw mate¬ 
rials as well as markets for consumers goods and services. Un¬ 
fortunately, too many costs and prices have been flexible in the 
upward direction only. Thus, the whole price structure has 
been raised. 

Inflation in the Soviet Union 

The Russians claim that inflation is no problem. 

They say the government regularly has a surplus budget and 
that official prices have declined rather than risen over the 
post-war years. 

“Despite the budget surplus and stable prices, the evidence 
is overwhelming,” says one observer, “that the U.S.S.R. is in a 
state of chronic inflation.” 7 

The scarcity of consumer goods is a feature of the Commu¬ 
nistic system in Russia. As long as this scarcity continues, there 
will either be inflationary pressures or bare shelves. 

The amount of inflation in Russia is exceedingly difficult to 
measure because prices are set by the State and can be ad¬ 
justed as necessary. The cost of a movie camera, for example, 
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might be 1600 rubles-twice the monthly pay of an average 
worker. Rents might be low. In other words, there is not the 
movement of prices generally that takes place in our economy 
under inflation. 

But evidences of inflation are strong in the Soviet Union. 
Although no one knows the extent of the “black market,’ it is 
clear from Soviet sources that one exists. Newspapers have xe- 
ported the arrest of “speculators” who sold automobiles, for 
example, at twice their listed price. 

“The sellers’ market for most goods is inflationary,” says Dr. 
Floyd A. Bond, one of the few United States economists to visit 
Soviet planning headquarters. “And it does create a real prob¬ 
lem. If prices are held below their equilibrium level in order 
to avoid inflation, then prices can no longer limit demand to 
available supplies. Those who come first get what s available, 
and those who come later go without. 

“Maintaining a sellers’ market is inflationary, and must re¬ 
sult either in inflation or empty shelves or some combination of 
the two. The logic is inescapable. And its inflationary effect 
would be obvious if it were not for the strict control exercised 
by the Government.” 8 

Similar conclusions were reported by Joseph E. Evans, of the 
Wall Street Journal: 

Observers see Soviet inflation . . . constantly chewing away at 
productivity gains and leading to hidden price increases as when 
lower quality goods are sold at prices originally set for higher 
quality ones. This . . . influence, they note, is serious enough by 
itself, even if inflation never reaches the runaway state. 

And they do not see a great deal the Soviets can do about it as 
long as this remains, by political decree, a scarcity consumer 
economy. 9 


The Problem of Growth 

While we are concerned with sustained economic activity, 
we are also anxious to have economic growth. 

Economic growth can be measured in many ways. 
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One measure is the Gross National Product-the final value 
of the total volume of goods and services produced in a nation. 

Total production can go up merely as the result of a rising 
population. More workers will produce more goods and serv¬ 
ices. But if total production goes up only as fast as population, 
the average individual will not be any better off. 

Another way of measuring growth, then, is in terms of pro¬ 
duction per person— per capita growth. 

Or we can go one step further and measure production per 
hour worked. 

It is this increase in production per manhour—productivity— 
which has enabled Americans to work fewer hours per week 
and at the same time enjoy a higher scale of living. 

Between 1910 and 1953, for example, the number of man¬ 
hours devoted to production in the private sector of the econ¬ 
omy increased 35 percent—due to an increase in the size of the 
working force. With this increase of only 35 percent, total 
production went up nearly 240 percent! 

The result was more goods and services for everyone—a 
higher scale of living 

The post-war growth of the Soviet Union, measured in terms 
of its Gross National Product, has been substantial and widely 
publicized. A report by the staff of the Congressional Joint 
Economic Committee places the average annual increase in 
Soviet Gross National Product at about 7 percent a year be¬ 
tween 1950 and 1955. 

Because our starting place was so much higher, the rate of 
growth—measured in percentage—was lower in the United 
States than in the Soviet Union. But the United States, with 
its 4 percent annual rate of growth during this period actually 
led all countries in the total amount of increase between 1950 
and 1955. The increase in Gross National Product, measured 
in terms of the 1956 dollar, was an average of almost $15 billion 
a year. 

In 1961 President Kennedy placed the Russian Gross Na¬ 
tional Product at 47 percent of the United States. But, he 
pointed out, this was only one percentage point higher in com¬ 
parison with the United States than the Russian national prod- 


28 


net in 1913—the last year under the Czar. The point is: Russia 
has grown, but the United States has grown, too. 

Many experts expect that as the Soviet economy grows, the 
rate of growth will slacken although it will continue to grow. 

Dr. Colin Clark of Great Britain, thinks that even a six per¬ 
cent growth rate per year in Russia is an illusion. 

He says: 

The illusion arose through examining the data-such as were 
available—for the period 1948-53, and expecting their movement 
to continue indefinitely. It should be a commonplace of eco¬ 
nomics . . . that when a country is recovering from war, invasion, 
and similar disasters, which have reduced its productivity to a 
low level, there will be a recovery period m which growth is 
rapid, followed by a period of gradual decelerating growth as 
productivity approaches that position . . . which it might have 
been expected to reach had the war not occurred. 

A primary reason for Soviet growth has been concentration 
of investment in heavy industry-which, in turn, promotes 
growth. Even if this policy of channeling resources into heavy 
industry at the expense of consumer goods should be con- 
tinned, a larger proportion of production will be required in 
the future merely to replace plants and equipment that have 
depreciated. 

The most accessible and easily developed natural resources 
have been utilized, and while natural resources are abundant 
in the Soviet Union, future utilization may require increasing 
amounts of capital equipment. As more of Russia s labor force 
is drawn out of agriculture into industry, the rate of growth o 
the industrial labor force will set some limits on its industria 
expansion. 

Possibly, most important, there will be less scope tor borrow¬ 
ing the technology that has been developed over many years 
in the industrialized nations of the world. 

The possible slowing of Soviet growth is not cause for com¬ 
placency. As long as Russia continues to channel a large share 
of steel production into submarines rather than into washing 
machines and into missiles rather than into automobiles, her 
growth is of concern to us. 
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Sources of Growth 

The American people want maximum employment, price sta¬ 
bility and growth. At the same time we want economic free¬ 
dom and opportunity for individual development. 

As we have seen throughout these pamphlets, a dynamic ex¬ 
panding economy rooted deep in individual freedom requires 
flexibility. Some fluctuations in output, prices, incomes and the 
level of employment are bound to occur. But if the severities 
of major disruptions are avoided and we have long-run full 
employment (at about 95% of the labor force) and maintain 
our historic rise in productivity, we can look forward to an 
even brighter future. 

We cannot attempt to force continuous full'prosperity on 
every industry, region, occupation, village, and farm without 
paying the price of a loss in freedom, efficiency and a funda¬ 
mental change in our system. 

But we can seek attainable goals. We can seek fairly steady 
over-all economic growth without having to endure the social 
wastes and suffering of mass unemployment on the one hand 
or the cruel penalties of persistent—or even periodic—inflation 
on the other. 

As long as we do not set impossible standards in any of the 
three areas, all three goals—economic growth, low levels of 
unemployment, and reasonable price stability—can be achieved 
simultaneously. 

In fact, our record has been amazing! 

No economy can match the record of growth of the Amer¬ 
ican economy over the last 120 years. If we want to continue 
to grow—to progress—in the future, we must start by looking 
at the sources of the growth that have made us the strongest 
nation in the world. 

A staff report of the Joint Economic Committee points out: 

At the top of any list of factors contributing to the growth, four 

elements must be mentioned: 

The fiist is the opportunity for individuals to exercise their initia- 

tive to organize new enterprises, to effect changes in old estab¬ 
lished ways. 
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Second, many Americans have possessed the enterprising, nsk- 
taking attitudes which are the essential driving force of a capi¬ 
talistic system. 

Third, the American people have a healthy attitude toward work 
which has resulted in a high and rising productivity for the 
labor force. 

Fourth, a stable political environment, with private property 
secure from government seizure without due process of law, 
has given individual initiative a setting in which it can function 
successfully. 11 

In other words, a political and economic system which per¬ 
mits the individual to exercise initiative, drive and responsi¬ 
bility lies at the heart of our material progress. 

Dr. Henry Wriston has observed: 

For some years now, organization has seemed to mean moie 
than individuals. The program of national defense has been so 
huge that stress has been on “team work.” Even in science group 
enterprises have seemed dominant ever since the Manhattan 
Project produced the atomic bomb. Industry has become huge 
and corporate; unions have developed in size, structure, and re¬ 
sources. Politics has seemed to depend more on organization 
than upon ideas. 

The moment is ripe to remind ourselves once again that ideas 
come from individuals, that progress stems from ideas. In the 
same way morals are the exclusive possession of individuals; 
phrases like group morality cloud the reality rather than he ping 
to clarify it. Ideas are the combination of individual imagination, 
intelligence, and moral clarity. Leadership, if the word has any 
meaning at all, is a characteristic which adheres in individuals 
who have faith, energy and ability in unusual degree. 

There are many legitimate goals for the United States. None of 
them—literally none—is attainable without the intelligence, coin¬ 
age and industry of individuals. The central goal, therefore, 
should be a renewal of faith in the infinite value and the un¬ 
limited possibilities of individual development. 

Producing Goods and Services People Want 

Growth has been defined as “the expansion of a nation’s capa¬ 
bility to produce the goods and services its people want.” 
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As we saw in Pamphlet 3 (Profit Motive or Master Plan), 
the production process, essentially, is the combination of raw 
materials, manpower and capital equipment. 

It follows, therefore, that growth depends on the expansion 
or improvement of any or all these factors and on increasing 
the efficiency with which they are combined. 

Because men, raw materials and machines are the factors in 
growth, it can he promoted by increasing the labor force, by 
education and training, by adding to the stock of physical cap¬ 
ital, by research and development activities which advance 
technology, by the discovery of new resources, and by improv¬ 
ing the effectiveness with which all of these components are 
organized in productive effort. Higher productivity per capita, 
of course, depends on using resources more effectively. 

Manpower. A substantial part of our total growth can he 
traced to the expansion of the labor force, which has grown at 
an average of 1.5 percent a year since 1890. Offsetting this in¬ 
crease to some extent has been the decrease in the total number 
of hours worked. With a reduction in the standard number 
of hours worked per day and the number of days worked per 
week has also come increased time off from work with more 
paid holidays and longer vacations. 

Not only has the size of the labor force increased, it is a force 
of steadily rising quality, as a result of more education, im¬ 
proved skills, and better health. 

In 1940, for example, about 40 percent of people over 25 
years of age had received more than 9 years of schooling. By 
1957, the number had risen to 52 percent. At the other end of 
the scale the number of people with less than five years of 
school had fallen from less than 14 percent to about 9 percent. 

New entrants into the labor force are even better educated. 
More people are attending high school and the number of 
those attending college is increasing dramatically. 

Along with the increase in education, there Iras been an in¬ 
crease in labor skills. The number of unskilled workers—some 
36 percent of the labor force in 1910-dropped to about 20 
percent by 1957. 
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The proportion of professional and technical workers, cler¬ 
ical and administrative workers has risen substantially, and 
is more easily absorbed in the labor market. 

The improving health of the labor foice with less time lost 
due to sickness, and a lower death rate have resulted in greater 

output. 

Capital. As the American worker has become better edu¬ 
cated and more skilled he has been able to produce more. But 
aiding him has been the capital-tools, machinery buildings, 
power, transportation and equipment-with which he has been 

provided. 

The total amount of capital in the United States economy 
has grown more rapidly than the labor force, oi about 2.6 pti 
cent per year. The amount of capital per worker has been ris¬ 
ing about 1 percent per year. 

Capital is created by savings. Most individuals save part of 
their income. These savings, of course, can be made in the form 
of savings accounts or, indirectly, in the form of payments on 
insurance or house mortgages. In turn, business uses these sav¬ 
ings to make investment in capital equipment in the hope of 
profits. In terms of production, some portion of our total pro¬ 
duction must be things that are used to produce more goods 
in the future instead of things to he used now. 


Technological Progress. Under the pressure of competi¬ 
tion, technological progress has resulted not only in a host of 
new products, but in a multitude of new techniques and ways 
of doing things. There is a relentless search for better plant 
layouts, more efficient machinery, and new processes. Progress 
not only comes as the result of formal research but also from 
millions of small cost-cutting innovations devised by individual 
workers and businessmen. 

Our “know-how” which is the product of innovation-minded 
management and alert cooperative workers is a great weapon 
in the American arsenal. 

Resources. Everyone recognizes that our countiy has been 
richly blessed with natural resources-fertile fields, timber, 
water, minerals. 
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The staff committee of the Joint Economic Committee 
reports: 

In the coming years resources are not likely to restrain growth 
in any general way . . .” according to a study paper . . . There 
will be specific resource problems and shortages of some raw 
materials, as demand shifts suddenly. Reliance on imports will 
probably increase. But over all, we can look ahead to continued 
benefit from the ample resource base with which this country 
was endowed. 13 

Promoting Economic Growth 

If we understand that growth comes primarily from raw ma¬ 
terials, manpower, and capital and the efficiency with which 
they aie combined, all of us can think of ways in which we can 
help promote it. 

Dr. Arthur F. Burns, former Chairman of the Council of 
Economic Advisers, has outlined some of the steps he thinks 
should be taken to make us more efficient and promote more 
per capita growth. You may not agree with all his proposals, 
but these excerpts from his program will serve, perhaps, to 
stimulate your thinking: 

Basis for Prosperity. The prosperity of a nation depends basically 
on the energy and skill with which people apply themselves to 
production—in other words, on the amount of work that is done 
and the efficiency with which it is done. The government can 
sometimes influence the outcome favorably by doing more and 
spending more, but it can sometimes also do so by spending less. 
Ihe success of governmental policies to spur our economic 
growth will depend primarily on how effective they are in in¬ 
creasing confidence in the economic future, thereby stimulating 
people to use their brains, energy, money, and credit in building 
today for a better tomorrow. 

To achieve a higher rate of economic growth, we need to give 
no less attention to the reduction of governmental obstacles to 
growth than we give to the devising of new governmental 
stimuli to growth. £ 

Tax Reform. Except for occasional and marginal adjustments, 
we have continued year after year a tax structure that practically 
every student blows is seriously defective. It is high time to 
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carry out a thorough-going tax reform a leform that, among 
other things, will serve to improve the economic climate for 
enterprise and investment at large . . . 

Of the many reforms that are needed, I think two are especially 
important. First, the tax rules governing depreciation need to be 
amended, so that they will take realistic account both of our 
technological revolution and of inflation. Second, the tax lates 
on personal income, which for some brackets of income are 
nearly confiscatory, need to be generally and gradually reduced, 
so that personal incentives to great effort will be strengthened 
and the energy now expended on tax avoidance schemes may be 
turned back into productive channels. 

Improved Education and Training. We need to enlarge the na¬ 
tional effort devoted to scientific research and basic education, 
but I feel that we need also to become far more efficient than we 
have been in conducting our educational enteipiises. 

We need to hasten adaptation to changing technology by under¬ 
taking extensive training programs for unskilled workers in our 
individual communities, as well as retraining programs for in¬ 
dustrial workers whose skills have become obsolete. It also would 
be constructive to stimulate the smaller firms, which aie counted 
in the millions, to practice greater efficiency. 

Elimination of Wasteful Practices. We need to become less tol¬ 
erant of the wasteful practices that we have allowed to develop 
all around us. I am referring not only to restraints on efficiency 
imposed by trade unions in railroading, construction work, and 
other industries, but also to the featherbedding not infrequently 
practiced by business executives, and to the roadblocks to effi¬ 
ciency that have been put up by our government, of which the 
farm program is only the most notorious example. 

Economic Stability. Since economic growth is bound to proceed 
unevenly, we must try to stiffen the resistance of our economy to 
occasional setbacks . . . 

Before the next recession strikes, as in time it probably will, our 
country should at least be armed with an unemployment insur¬ 
ance system that covers practically all wage-earners and auto¬ 
matically provides for extended benefits during periods of ab- 
normally large unemployment. 

Under present conditions of world competition, a reasonably 
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stable price level would also help to promote the long-term 
growth of our economy. It would therefore be desirable to amend 
the Employment Act by specifying that it is the continuing policy 
of the Federal Government to promote reasonable stability of 
the consumer price level as well as maximum production and 
employment. Such a declaration of moral purpose would help 
to assure everyone, both in our country and abroad, that our 
government has a proper concern for the future as well as the 
present. 14 

The program outlined by Dr. Burns covers broad areas— 
tax reform, elimination of wasteful practices, education and 
training, a search for stability. Controversy sometimes arises 
over the best methods for achieving these and similar goals. 
But what we call “the American Way of Life” rests on the 
belief that we as free individuals in a system of private enter¬ 
prise and democratic government will recognize our problems 
and will act to solve them. 

The first step in grappling with our problems is to under¬ 
stand them. Unless we understand our economic system, we 
won't know whether apparent defects are those of the system 
or weaknesses in ourselves. 

Meeting the Economic Challenge 

This pamphlet has emphasized some of the problems we face. 
We need to keep these problems in perspective. 

They are small compared to the material and spiritual ad¬ 
vantages we enjoy. 

They are small compared to the problems that confront 
people living under Communism. 

Most important, we, as a free people, can work together 
in solving them. 

We can be proud of our past, even if it has not been perfect. 
We can look forward to the future with confidence. 
Khrushchev must still talk in terms of “catching up” with 
this Nation that was built by free men. 

Free men through voluntary effort can meet his economic 
challenge. 
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Suggested Reading 

Chandler, L. V., Introduction to Monetary Theory, Harper & Brothers, 
New York. 1953, $2.00. A good beginning summary of the analytical 
approaches to the relationships among money, prices, incomes and 
employment. 

Rostow, Walt W., The Stages of Economic Growth, Cambridge Uni¬ 
versity Press, New York. 1961, $1.45. Traces the successive stages of 
growth through which a nation moves in its economic advancement. 
The economies of the United States and the Soviet Union are compared 
extensively. 

United States Chamber of Commerce, Automation and Unemployment, 
Washington, D. C $.50. An analysis of several types of unemployment 
with key emphasis on unemployment due to structural changes: shifts in 
consumer demand, changes in methods and techniques, and labor dis¬ 
placement. Remedies are analyzed. 

United States Chamber of Commerce, Can We Depression-Proof Our 
Economy ?, Washington, D. C. $.50. A discussion of how private and 
business policies can help fortify us against serious contractions in our 
economy. 

United States Chamber of Commerce, Investment for Jobs , Washington, 
D. C. $.50. With the growth in the labor force new job-making invest¬ 
ment is of continuous importance. This report discloses a new survey on 
postwar investment per job. It outlines the handicaps and obstacles to 
investment. 

United States Chamber of Commerce, Meeting Foreign Competition—At 
Home arid Abroad, Washington, D. C. 1961, $1.00. Proceedings of the 
First 1961 Economic Institute. Authoritative speeches and answers on 
what business and government can do to meet foreign competition. 

United States Chamber of Commerce, The Mechanics of Inflation , Wash¬ 
ington, D. C. $1.00. An analysis of cost and demand pressures on the 
price level. A painstaking analysis of the inflation process, providing both 
a background and insight necessary for an understanding of how different 
forces work in the economy in concert in an inflationary situation. 

United States Chamber of Commerce, The Promise of Economic Growth, 
Washington, D. C. $1.00. Analysis of different meanings of growth, re¬ 
quirements for growth, and the costs and disruptive effects as well as 
the gains. 
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